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Dall Revenue

-Invested

THE ARIZONA STATE TREASURER

Inside the

lrading Room
A Day In the Life...

e Last Business Day 2006 $2.3 Billion in cash

e Example of one trade of over 300 trades
executed

¢ Outto bidfor overnight repo (loan collateralized by US
Treasuries)

s 12/29/06 to mature on 1/2/07
¢ The bidwinnersent us $2.346 Billion in US Treasuries
» 1/2/07 received $2.3 Billion back

We were paid $1 3 million in interest!

ZONA STATE TREASURER



9/3/2008

Assets Under Management
(market value)

June 2007 - $12.17 Billion June 2008 - $12.58 Billion

G ,-—-—""""'_'r-Endowment, 7
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$1 Billion in additional Voluntary Investments!

Our Investment Philosophy

SAFETY

before

LIQUIDITY

before
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Treasurer’s FY 08 Performance

Operating Revenue to the State of Arizona
State Agencies, Endowment and LGIP Clients

Fiscal Year 2008 Earnings Distributed:

$502,385,363

vs. FYO7
$484,148,689

UP 3.8%
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Economic Outlook
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Arizona Job Growth Faltering
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National Job Growth dips
U.S. Non-Farm Payrolis
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Housing & Construction Outlook

Sub-prime By VRS | .- 4 Housing
High-rate - W 0y Market &
NINJA Loans Y 0 % ————— New Home

\ ; — Construction

Commercial
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National Existing Single Family Home Sales
Quarterly Data Feb 99 through May 2008
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Arizona Sales of Existing Homes

Quarterly Data June 89 through March 2008
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National New Single Family Homes Sold

January 1978 to Present
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Arizona Housing Permits Still Lower
Total Monthly Arizona Residential Building Permits 1995 to present
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AZ Conventional Mortgage Price Index for Valle
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Consumer Confidence

Consumers Worrying, Some Sweating
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Investor / Consumer Confidence Meter

IRRATIONAL
EXUBERANCE

EXCITED

sl
DECENT

GROWTH
s o

CAUTIOUS OPTIMISM

1ZONA STATE TREASURER

2 lowest
on record
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Housing: Nervous Neighbors
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Consumers Walking Away from Homes

'2_50%  Foreclosures as a % of total home loans nationally
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Oil Prices at Record Highs

Driving Consumer Confidence Lower
Inflation Higher

Gasoline Self Serve
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Oil Prices at Record Highs
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Value of the US Dollar vs 6 Major Currencies

Fiscal YTD daily pricing shows Dollar plunge as fed cuts rates
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Oil is Priced In US Dollars
So....

Qil per
Barrel

Oll Goes U as the Dollar Goes Down
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‘Quick and Easy
Economic Gauge
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Watch your local
Starbucks
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As long as people are still buying
$4 cups of coffee:

T'hey still have disposable income

o P = g fJ'_ . -

f‘u
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People can’t buy a 99C cup of cpffee:

—_

epression

.
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Economic Forecast

9/3/2008
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The Economic Cycle

“¥| HON. DEAN MARTIN, TREASURER OFFICE OF THE ARIZONA STATE TREASURER

The National Economy

& Financial Markets

“¥ HoN. DEAN MARTIN, TREASURER OFFICE OF THE ARIZONA STATE TREASURER

18



9/3/2008

The Arizona Economy

Arizona Housing

lags National Housing Market

19
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State Total Operating Account Average Monthly Balance

July 1990 to present

Total Operating Account Monthly Balance
July 1890 to present
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Percent Change in Operating Account Balance
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What went
wronq?

- ‘07 Budget
B Was

Balanced

ZONA STATE TREASURER
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What went Spending is off the rails
L ‘08 Budget
wronq?

’08 spending
$10.6 billion
'07 spending
$9.6 billion
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What went Spending is off the rails
P . e ‘08 Budget
wronq?

P!

— ’08 spending
$10.6 billion
'07 spending

$9.6 billion Revised '08

spending
e $10.3 billion

One Time Monies
Used to Fill Gap
(rainy day fund. etc...)

9/3/2008
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Spending is off the rails
What went =T

Real 09 spending
$11.65 billion

wronq? sl caceiors

’08 spending
$10.6 billion
07 spending ( . . Gov's FY09
$9.6 billion Revised '08 Revenue forecast
spending

fin 5%+ growth
$10.3 billion $9.98 Billion

Treasurer's & Leading
AZ Economists Forecast

‘09 Revenues
‘08 Revenues

Arizona State Budget
myoy | oOFECaSt

Fund
Drained

2008-2009
Maxed outon

Accounting
Gimmicks

$527 millionin
debtto build
K-12 schools

; 5 X / The 1%t
$1billion+in debt

i i 7 True
issued against ' .
“expectedincrease . Budget
in lottery revenues” N o Surplus

Skip

s =
$602.6 millionin
schoolfunding
payments
r . -

OFFICE OF THE ARIZONA STATE TREASURER
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So how do we get out of
this mess?

So how do we get out of
this mess?

When you are
in a hole, the
first rule is to
stop digging!

9/3/2008
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US Manufacturing Output St:ll Growin

12% Source: Conference Board & Bloomberg 2008L.P.
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National Economy
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Arizona Land
Endowment

State Tirust Landsin

10:9million acres given
tothe terrtory of: Arizona
in 1912 by the Federal
Government at statehood
in the Enabling Act as an
endowment.

lreasurerand the Boarnd
ofiinvestment are the
Guardians of the
Endowment servingas
the Constitutional
Trustees of all proceeds
from State lirust [Lands
deposited intothe
Endowment

‘i HoN. DEAN MARTIN, TREASURER 55  OFFICE OF THE ARIZONA STATE TREASURER

Arizona Land
Endowment

e 926 million acres remaining
State frustLands in

e UrbanAcres— 700,000
e RuralAcres— 8,562,781

Current Estimated Value
o Urban $100,00 Acre
o Rural$1 000'Acre

Total Est. Value of Trust

$78,562,781,000

1

Jun. 2007

P
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Only 17.6% of
Arizona Land

Is Privately
Held

Parcels are Identified
for Lease or Sale
By State Land Dept.

Public

Auction Held
(Highest Bidder Wins)

=
- < # N- 5
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Arizona Land Endowment

i

Average urban acre
in Maricopa County
sold at auction for

B $135,000
City of Phoenix

has been paying
$89,000 an acre
for "Open Space.”
Average auction
sale price in the
balance of state was
$16,400 per acre .

Proceeds
Transferred to
Treasurer

Auction Proceeds
Invested

In Perpetuity

i HoN. DEAN MARTIN, TREASURER 60  OFFICE OF THE ZONA STATE TREASURER
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Investments

50% Stocks

=0

Classroom Site Fund

e Class Size
Reduction

e Teacher Pay Raises
e Teacher Training
o AIMS Assistance

s Dropout Prevention
Programs

31
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Back to School Cash

K-12 Education Endowment Distributions

e FY08 Distributions g i

41300,000] s

e Extraeducationfunding equal to:

-$|430.oo _ “_,

Per class room (based on 20 student class S|ze)

ER  Pgh3 OFFI(. OF T ‘HhAP IZONA S]AIET REASURER

Analysis of impact of Prop. 103 on
the State Land Trust Endowment

Proposition 103

panao?
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Proposition 103

Article X Sections 1.1 & 12 created

“Lands held in trust by the State of Arizona...
designated as permanent conservation lands.”

Approximately 570,000 acres of trust land as
permanent conservation lands without required

beneficiary compensation.

This land would no longer be available for sale to
benefit public schools and other beneficiaries.

4

) § # ? -
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Proposition 103
Estimated Value of Initial Designated Lands:
Urban 142,000 Acres @ $80,000 avg. value/acre
Rural 427,500 Acres @ $4,000 avg. value/acre

Total Initial Estimated Value:

$13,110,000,000 = 16.7%

Unlimited Expansion Authority
Article X Sections 3(B)(4) & 4(B) created
970,000 Acres is only the initial designation
Gives unlimited expansion authority without any

public vote to the:
Legislature[3(B)(4)]
Any political subdivision [4(B)]

2
P

£ ARIZONA STATE TREASURER
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Proposition 103

AUCTION REQUIREMENT REMOVED

e Art. X Sec. 3(B)(1) amended to eliminate the public
auction requirement for trust land leases. Including:
Commercialleases
Grazing leases
Agricultural leases
Femesiie [eases

Art. X Sec. 1.1 created: Allows the sale of land designated
for conservation purposes to a state agency, county, city or
town without advertisement or public auction, provided
that the land is restricted against development, used in a
manner consistent with conservation and subject to
reasonable public access.

5
i
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Proposition 103

Land for Right-of-Ways & Easements

No Longer Auctioned or Sold
Art. X Sec. 3(B)(5) created to allows for the disposition of
rights-of-way or easements without advertisement or

public auction.

All trust lands now subordinate to all political
subdivisions

Art. X Sec. 4(B) created.

Trust Land now subordinate to local jurisdictions,
regulations, zoning, and development restrictions.

Effectively Eliminates the State’s Super Zoning ability

£ ARIZONA STATE TREASURER

9/3/2008
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Proposition 103

Cash No Longer Required as Payment

On any Sale, Lease, or Transfer
Art. X Sec. 4(A) amended and Sec. 4(C) created.
Eliminates the reguirement that land is appraised at their
true cash value.

Payments may include anything of “non-monetary value’
including participation or infrastructure agreements.

Items of “non-monetary value” — that might be received
later shall be included in the land department appraisal.

ltems of “non-monetary value” cannot be conveyed o
the Trust Endowment to be invested, and therefore no
profits can be distributed to the beneficiaries.

5
i
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ltems of “non-monetary value” cannot be
conveyedto the Trust Endowment to be
invested, and therefore no profits can be
distributed to the beneficiaries.
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Attorney General’s Opinion

by
JANET NAPOLITANG
ATTORNEY GENERAL
August 14, 2002

“The United States granted these lands to Arizona in trust for
the benefit of the State's common schools and certain othe
publicinstitutions.

“The State must manage these lands in the best interests of the
trust so that they produce revenues for the trust beneficiaries.

“Article X of Arizona Constitution establishes independent
fiduciary obligation to manage state trust lands in the best
interest of the trust.”

& i Py |
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U.S. Constitution

e The Fifth Amendmentto the U.S.
Constitution says property cannot be
“‘taken for public use, without just
compensation”.

United Statesv. 564. 54 Acres or Monroe and Pike County Land
e Once there /s a taking, the Constitution requires
just (r.e., full) compensation

- e
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U.S. Supreme Court
Per Se Takings

Penn Ceniral liransporialion Co. V. Cily.of New York

e theextentteowhich the regulation has interfered with reasonable
iInvestment-backed expectations are . . . relevant considerations”

Agins v, Cily.of fiburon
US Supreme Courtsaid [and use conirels constitute takings, ifithey,
deny a propery ewner ‘ecenemically viable use o his land *

Agins criterion creates a categorical rule: “when the owner of
real property has been called upon to sacrifice all
economically beneficial uses in the name of the
common good, that is, to leave his property.
economically idle, he has suffered a taking."

4 EARN g & -
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U.S. Supreme Court
Per Se Takings

sSuitumy, Tiahee Begional Planning Agency.(1997)

e Regulation "goes too far” and results in a taking

“when no productive or economically
beneficial use of land is permitted”

Nollanv. California CoastalCommission

e “If [the government] wants an easement
across ... property, it must pay for it.”

4
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Alaska’s Boondoggle

e |n 1978 the Alaska Legislature reclassifiedthe School, University, and Mental Health
Trustlands as general state public lands. It allowed municipalities to take ownership
of 10% of state public [ands within'municipalboundaries.

The University of Alaska first sued to reclaim the |ands that the state had specifically
transferred from the federallymandated University Land Trust. The loss of income
from the MentallHealth Trust landsled to immediate |lawsuits against the state. On
February 27, 1981 the Alaska Supreme Court found in favor of the university.

The case of Weiss v State of Alaskawas joined by other beneficiary groups and
preceded as a class action suit which ultimately prevailedin the State Supreme
Court. Tihe State Supreme Court ordered that the originaltrust be restored. [n 1994 a
final settlem ent reconstructed the Tirust with 500,000/acres of original Tirust [and,
500,000 acres of replacementland, and $200millionin cash plus a % of generalfund
revenues in the future.

“State breached its duties as trustee by removing
the federal grant lands from the trust”

N, T
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Questions?

THANK YOU
Next Quarterly Meeting:
Thursday, October 23, 2008 1:30pm

www.AzTreasury.qov
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